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SUMMARY 


In fiscal year 1977/78 (April-March) Burma's economy grew by an estimated 
6.4% in real terms. According to official statistics, the all-important 
agricultural sector expanded by 52%, but there are indications that the 
growth rate of agriculture was not actually this high. Increases in 
mining and forestry output contributed significantly to last year's good 
economic performance, as did improvements in social and administrative 
services, and transportation. For this fiscal year the growth rate of 
GDP will probably be between 5 and 6 percent, reflecting an excellent 
harvest of paddy and other crops. 


As a result of the government's monetary and fiscal policies, and better 
supply and distribution of goods, Burma achieved "negative inflation" 

last year--the Rangoon Consumer Price Index declined by 4% and the Index 
of Wholesale Agricultural Prices fell by 12%. During 1978/79 the govern- 
ment plans to increase the money supply by 10% and expand domestic credit, 
but the inflation rate is expected to remain under 10%. 


While Burma's exports for 1977/78 increased by 22%, imports rose 53%, 
leaving a trade deficit of $184 million. Capital inflows increased 
dramatically but were not sufficient to offset the current account deficit, 
and the overall balance of payments registered a deficit of $44.9 million. 
The volume of rice exports was over 600,000 tons for the second year in a 
row and earnings from the country's second most important export, teak, 
reached a record $54 million, reflecting high world market prices. 


Although rice exports in.1978/79 will probably be about half last year's 
total, increased teak exports are expected to make up the foreign exchange 
shortfall. During the 1977/78 fiscal year, Burma contracted about $160 
million worth of new forefgn loans, but about 90% of these are long- 

term concessional loans which will not have to be serviced in the near 
future. Because of the increase in exports, Burma's debt service ratio 


remained about 20%. 


The Burmese Government is aware that the foreign exchange gap is growing 
but has not yet made any move to allow private foreign investment. 
Instead, the government is counting heavily on continued investment by 
the international financial institution to improve production of export 
commodities and offset the current account deficit. These World Bank 
and ADB-financed projects will provide the best opportunities for sales 
of U.S. products, particularly capital and transport equipment and heavy 


machinery. 





KEY ECONOMIC INDICATORS: BURMA 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 
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1978 % Change*/ —_19794/ 


INCOME, PRODUCTION, AND EMPLOYMENT 


GNP at Current Prices 3,934.0 4,044.0 
GNP at Constant (1969/70) Prices 1.607.2 1,824.7 
Per Capita GNP, Current Prices ($) 125 
Gross Domestic Investment 390.5 
Per Capita Income, Current Prices ($) 127 
Industrial Production Index 109.2 
(1969/70 = 100) 
Average Output Per Worker 2h7 
Constant (1969/70) Prices ($) 
Labor Force (in thousands) 12,564 12,640 


MONEY AND PRICES 
3/ 
Money Supply~ 967.3 977.1 
Interest Rate (Union of Burma Bank) 6 8 
Wholesale Agricultural Price Index 274.6 240.9 
(1972 = 100) 
Consumer Price Index, Rangoon 255.6 245.7 
(1972 = 100) 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves PS s2 105.8 85 
External Debt - 320.9 400.5 , 500 
Debt Service Ratio 19.6 20 . 21 
Balance of Payments =~ 22.1 - hh.o . - 26 
Balance of Trade - 71.5 =363.4 -180 
Exports, Mainly FOB 240.4 293.8 362 
U.S. Share ou 2 2.2 
Imports 311.9 L772 5h 


U.S. Share 13.6 26.6 35 


Main Imports from U.S. (FY 1978)2/ 


Drilling rigs and petroleum equipment; capital machinery and equipment; transport 
equipment; chemicals and pharmaceuticals. 


1/ Years specified are Burmese Fiscal Years: April 1 - March 31. 

2/ Percentage change calculated on basis of local currency statistics since dollar 
exchange rate fluctuates. 

3/ Currency in circulation plus demand deposits. 

U/ Outstanding (disbursed). 

5/ Values of imports from U.S. by commodities not available. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth and Domestic Production 


In 1977/78 Burma's economy grew an estimated 6.4% in real terms, compared 
with 5.9% in 1976/77 and 4.1% in 1975/76. Economic performance during 
the last three years improved significantly over the period 1966-1975, 
when the average annual growth rate was only 2.3%. Observers attribute 
the turnaround to the policy changes implemented since 1975/76, including 
the commercialization of Burmese government-run corporations, the intro- 
duction of bonus payments for workers, an effective tax reform and in- 
creased procurement prices for key commodities. Another factor was the 
excellent weather conditions which resulted in bumper paddy crops in both 
1975/76 and 1976/77. 


According to Burmese Government statistics, agricultural output rose by an 
estimated 5% in 1977/78, reflecting a 3.5% increase in the production of 
paddy (by far Burma's most important crop), and increases of over 10% in 
the production of pulses, groundnuts and sugarcane. Lower government 
procurement of the paddy crop and higher free market rice prices, however, 
indicate that paddy production may have been lower than the official 
estimates. In fact, due to poor weather during the growing season, paddy 
production in 1977/78 probably declined slightly to under 9 million long 
tons. Consequently the actual rate of growth of the agricultural sector 
would have been below 5%. 


Preliminary estimates for 1978/79 suggest a record paddy crop—possibly 
close to 10 million long tons. Weather conditions during the growing 
season were described as ideal, and Burma escaped the late-season floods 
which hit neighboring countries. The government placed increased emphasis 
on the cultivation of high yielding varieties, channeling almost all avail- 
able fertilizers and pesticides into pilot high-yield projects in 23 key 
townships. Average yields in these townships are more than twice the 
yields of traditional lower Burma paddy farms. Other crops also fared well 
this year and as a result prices of agricultural commodities may fall over 
the next several months. 


The manufacturing sector registered a 7.6% increase in the value of output, 
attributable to moderate increases in the major subsectors of food and 
beverages, clothing and wearing apparel, and minerals, as well as toa 
tenfold leap in the production of industrial equipment. Output of the two 
agriculture-based subsectors, food and beverages and clothing and wearing 
apparel (cotton), accounted for over 70% of the total manufacturing output. 
Although Burma's abundant natural resources could provide a good industrial 
base, the development of the manufacturing sector has been hampered by 
shortages of equipment, spare parts, and fuel, and by the inefficient 
operating procedures of the state-run corporations. Beginning in 1977/78, 
however, the corporations are no longer able to obtain working capital 
interest-free from the government budget, but must borrow on commercial 
terms from the Myanma Economic Bank. It is too early to tell whether this 
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reform will increase the efficiency of the state enterprises, but it will 
at least provide a yardstick for evaluating their operations. 


Forestry is becoming an increasingly important sector for Burma, which 
possesses an estimated 80% of the world's teak reserves. Teak exports 
are second only to rice exports and last year accounted for almost 25% 
of the country's foreign exchange earnings. Spurred by IDA and ADB- 
financed projects to improve extraction and haulage capacity, the forestry 
sector showed an unprecedented growth rate of 14.3%. In spite of recent 
investment, however, timber extraction methods are still primitive and 
transportation bottlenecks are a major problem. It has been estimated 
that it takes between two and five years for a log to travel downriver 
from the forest to the port of Rangoon. Exploitation is well below 
capacity and export orders for thousands of tons of teak go unfilled. 
Both the IDA and the ADB are considering funding supplementary forestry 
projects in the near future. 


The output of the mining sector jumped 29% in 1977/78, due to a 28% 
increase in crude oil production (from 8.6 million barrels to 11.0 million 
barrels), a 140% increase in production of tin concentrates (from 360 tons 
to 866 tons) and a 71% increase in the production of tungsten concentrates 
(from 332 tons to 568 tons). In October 1978, the Burmese Government once 
again invited foreign firms to bid for offshore oil exploration rights. 
(Previous explorations took place 1974-77, but no commercial deposits were 
discovered.) This time the government did not reserve 12 blocks for its 
own exploration (as it did in 1974), but opened all 25 blocks to foreign 
bidders. The international response to the invitation has been unenthu- 
siastic and it is not yet certain whether additional offshore exploration 
will actually take place. 


Overall, the productive sectors of the economy contributed about 50% of 
GDP and the services and trade sectors each accounted for about 25%. The 
fastest growing sector was mining (29%) followed by forestry (14.3%). 
Construction grew almost 10% and power output rose by 8.6%. Communications 
services registered a decline of 8.8%, but the value of transportation 
services increased 7.7%, and the value of social and administrative 
services rose by 10.8%. While the services sector is primarily state-run, 
about 80% of Burma's production of goods remains in private hands. The 
private sector also accounts for half of all trade. The cooperative 
sector, which is to contribute 50% of agricultural output by the end of 
the 20-Year Plan (1990/91), is still made up primarily of consumers’, not 
producers', cooperatives, and contributed less than 1% of 1977/78 agri- 
cultural output. 


The shadow economy plays a vital part in Burma's domestic economic activity. 
It supplies almost all consumer goods as well as domestic products ranging 
from rice to cement (at prices several times higher than the official 
levels). Although the shadow economy mechanism undoubte@ly takes pressure 
off the government by providing sought-after goods whicia the official 
sector has been unable to supply in sufficient quantity, it constitutes 





an enormous drain on the country's real resources. Consumer goods 
which are smuggled in primarily from Thailand are paid for with nar- 
cotics as well as illegal exports of jade, gems, rice, and teak at a 
fraction of their true value, representing fortunes in revenue lost to 
the central government. As long as consumer goods make up only 11% of 
official imports, the shadow economy will continue to play an important 
role in Burma. 


Money and Prices 


The monetary policies pursued by the Burmese Government in fiscal year 
1977/78 included a 9% depreciation of the value of the kyat in terms of 
the SDR (in May 1977), ceilings on domestic and foreign credit, and an 
increase in the interest rate from 6% to 8%. Expansion of the money 
supply was held below 7%. Conservative fiscal policies and better supply 
and distribution of goods resulted in "negative inflation"--the Rangoon 
Consumer Price Index actually declined by 4% and the Index of Wholesale 
Agricultural Prices fell by 12%. The largest declines were in the prices 
of basic necessities--food, fuel and clothing--which indicates that the 
living standard of the lower-income consumer improved considerably. 


For the 1978/79 fiscal year the government plans to increase the money 
supply by 10% and expand the credit extended to the cooperative and 
private sectors. Prices will rise somewhat, but the government seems to 
have the situation well in hand and inflation is expected to be under 10%. 


External Sector 


In 1977/78 the value of Burma's exports increased 22% to $294 million but 
imports rose 53% to $477 million, leaving a trade deficit of $184 million; 
up 140% over last year. Although capital inflows (mainly long-term con- 
cessional loans) increased dramatically, they were insufficient to offset 
the current account deficit, and Burma's overall balance of payments for 
the fiscal year registered a deficit of $44.9 million--twice as large as 
last year's deficit. 


Export performance was aided by high world market prices for Burma's two 
most important export products, rice and teak, which accounted for 50% and 
25% of foreign exchange earnings, respectively. In 1977/78 the volume of 
exports of rice and rice products (from the 1976/77 crop) was over 600,000 
tons for the second year in a row. Rice exports for this fiscal year 
(1978/79), however, will probably be much lower. In fact, due to 1977/78 
paddy production and collection shortfalls, the volume of rice exports for 
the first seven months of this fiscal year was less than half the total 
for the comparable period last year. Increased earnings from teak 

exports are expected to help compensate for the decline in rice exports. 


The increase in import volume was a necessary step towards remedying serious 
shortages of the capital equipment and spare parts needed for economic 

development. For the future, if the Burmese Government follows its develop- 
ment plan, import levels will continue to rise, causing the current account 
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to remain in deficit. The government is hoping that capital inflows will 
bridge the external resource gap (which may reach $350 million by 1981/82) 
and keep the overall deficit at manageable levels. 


Burma's foreign exchange reserves have been dwindling steadily for the 
last several years. At the end of March 1978, gold and foreign exchange 
reserves were about $105 million, compared to about $113 million at the 
end of March 1977. Gross international reserves (including SDRs) were 
$116 million, sufficient for only about three and a half months of mer- 
chandise imports at 1977/78 levels. 


According to preliminary data, Burma contracted foreign loans worth over 
$160 million in 1977/78. Approximately 90% of the new loans were long- 
term soft loans which will not have to be serviced in the near future. 
Burma's debt service ratio (service payments as a percentage of exports) 
remained at about 20%—a level considered somewhat high but not unmanage— 
able. 


Prospects 


Based on this year's excellent paddy harvest, it appears likely that the 
real growth of GDP for 1978/79 will be between 5 and 6 percent. Whether or 
not Burma will be able to maintain this growth rate in succeeding years 
will depend not only on domestic economic policies but also on factors 
beyond the government's control, such as weather conditions and world 
market prices for Burma's exports. 


Although Burma's rice exports for 1978/79 may be only half last year's 
levels, increased teak exports will help offset the shortfall in foreign 
exchange earnings. (Earnings from teak exports for the first half of this 
fiscal period are up 62% over last year.) Prospects for rice exports in 
1979/80 are still unclear. Although Burma will have an exportable surplus 
of some 600,000-700,000 tons, increased rice production in the traditional 
rice-importing nations of the region will probably result in a glut on 

the market at least through the summer of 1979. 


The Burmese Government's Five-Year Development Programme (1977/78-1981/82) 
emphasizes the development of exports rather than immediate import substi- 
tution. Forty percent of public investment will be concentrated in the 
key sectors of agriculture, forestry, and mining. The government recog- 
nizes that continued investment in these sectors by international finan- 
cial institutions and bilateral donors is vital if exports are to increase 
at the targeted rate of 14.6%. It seems unlikely that import expansion 
can be held to the 11% per annum projected in the plan unless the govern- 
ment's ambitious development goals are modified. 


Burma possesses the ingredients for economic development—a well-educated 
population and abundant natural resources (including minerals, petroleum, 
hardwoods and rich fishing grounds)—but so far the key to translating 


these resources into economic progress has remained elusive. Although many 





of the economic policies which led to the stagnation of the sixties and 
early seventies have been reversed, more comprehensive changes will 
probably be needed if Burma is to leave the ranks of the world's least 
developed countries. 


IMPLICATIONS FOR THE UNITED STATES 
Investment 


The Burmese Government's policy on private foreign investment is still 
somewhat unclear. Despite last year's announcement that joint ventures 
(known in Burma as mutually beneficial economic cooperation) will be 
considered on a case-by-case basis, the government has yet to begin nego- 
tiations or even set guidelines. As noted above, the government did issue 
invitations to foreign firms to bid for offshore oil exploration rights, 
but this move does not necessarily herald a change in the official attitude 
toward foreign investment on land. If the government does decide to allow 
joint venture arrangements, it is likely that they would be limited to 

the key export sectors of the economy. In the event that joint ventures 
are permitted, U.S. firms may be interested in investing in the fisheries 
and mining sectors. 


Sales 


During the 1977/78 fiscal year, the delivery of drilling rigs and petroleum 


equipment purchased under the Chase Manhattan Bank's loan of almost $40 
million helped boost U.S. exports to Burma to $26.6 million—twice as 
high as in 1976/77. For calendar year 1978, U.S. exports to Burma will 
be more than $30 million, due mainly to sales of capital equipment needed 
for economic development. 


Prospects for future sales of U.S. goods are excellent. Upcoming World 
Bank and ADB-financed projects in forestry, fisheries, sugar production, 
land reclamation, road construction, telecommunications and inland water 
transport will provide ‘sales opportunities for suppliers of capital goods 
for food-processing industries, agricultural machinery, construction.and 
earth-moving equipment, forestry extraction equipment, and transport 
equipment. All major purchases for the IFI-financed development projects 
and many of the Burmese government's own purchases will be made by inter- 
national tender. Because U.S. products in the above categories are ex- 
pected to be competitive, U.S. suppliers are urged to respond to these 
tenders whenever possible. 


* U. S. GOVERNMENT PRINTING OFFICE : 1979—281-058/142 





